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indicated by the yield on 10-year Treasury notes. The forecast anticipates two more 25-basis
point increases bringing the fed funds rate to 4.50 percent by January 31, 2006. The forecast
assumes long term rates will also rise, thus averting an inversion of the yield curve, which occurs
when short term rates rise above long term rates. In the past, yield curve inversions have often
preceded recessions.

This publication is available on the Internet at http://www.erfc.wa.gov



Washington Economic and
Revenue Forecast

Prepared by the
Economic and Revenue Forecast Council

November 2005
Volume XXVIII, No. 4



This page left intentionally blank.



Preface

The Economic and Revenue Forecast Council is required by Chapter 231, Section 34, Laws of
1992 (RCW 82.33.020) to prepare a quarterly state economic and revenue forecast and submit it to the
Forecast Council. This report presents the state’s economic and General Fund-State revenue forecast. It
is issued four times a year.

Copies on Compact Disc are available to Washington State businesses and residents for $2.50
per copy, and to those out-of-state for $5.00 per copy. You may contact our office for more subscrip-
tion information at (360) 570-6100 or by writing the Office of the Forecast Council, Post Office
Box 40912, Olympia, WA 98504-0912.

You may also access this report on our website at www.erfc.wa.gov.
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Executive Summary

U.S. Economic Forecast

he November 2005 economic and revenue forecast was produced prior to the advance GDP
I estimate for the third quarter of 2005. According to the forecast, real GDP grew at a 3.4
percent rate in the third quarter of 2005, up slightly from 3.3 percent in the second quarter.
Final sales of domestic product rose at a 3.5 percent rate in the third quarter, down sharply from 5.6
percent in the second quarter. The slowdown in final sales growth was primarily due to the foreign sector
which was roughly neutral in the third quarter after adding about 1.1 percentage points to growth in the
second quarter. Fixed investment growth also weakened in the third quarter to 4.2 percent from 9.6
percent in the second quarter. Consumer spending rose at a 3.3 percent rate in the third quarter, down
slightly from 3.4 percent in the second quarter. Government consumption expenditures and gross investment
increased at a 3.1 percent rate in the third quarter, up from 2.5 percent in the second quarter, mainly as a
result of a 14.9 percent jump in federal civilian spending.

According to the forecast, payroll employment growth slowed to 1.4 percent in the third quarter from
1.9 percent in the second quarter due in part to Hurricane Katrina. Excluding the storm impact, the forecast
for third quarter employment growth would have been 1.7 percent. The unemployment rate declined
slightly from 5.10 percent in the second quarter to 5.00 percent in the third quarter. Inflation, as measured
by the Consumer Price Index, increased to 5.0 percent in the third quarter of 2005 from 4.2 percent in the
second quarter and 2.4 percent in the first quarter. The increase was entirely due to rising energy costs,
however. Core inflation actually declined from 2.6 percent in the first quarter to 2.0 percent in the second
quarter and to 1.7 percent in the third quarter. Housing starts declined at a 4.2 percent rate from 2.044
million units in the second quarter to a still strong 2.023 million units in the third quarter while the mortgage
rate edged up from 5.74 percent to 5.75 percent. On September 20 the Federal Open Market Committee
raised its target for the federal funds rate by 25 basis points to 3.75 percent. Overall, the national forecast
is very similar to the forecast adopted in September.

The U.S. economy had been on pace for a solid third quarter before hurricanes Katrina and Rita hit.
The storms will take a bite off second-half 2005 GDP growth, but will add to 2006 growth as reconstruction
spending seeps into the economy. Afterward, we expect the U.S. economy to downshift and begin growing
atits “trend” rate. GDP growth is expected to slow to 3.5 percent this year from 4.2 percent in 2004.
Slower growth is expected in the next two years as the recovery matures. The forecast calls for growth
rates of 3.3 percent in 2006 and 3.0 percent in 2007. Nonfarm payroll employment rose 1.1 percent in
2004 which was the first significant increase in four years. The forecast assumes employment growth will
improve to 1.6 percent this year, slowing to 1.5 percent in 2006 and 1.2 percent in 2007. The unemployment
rate also improved in 2004 for the first time in four years, declining to 5.53 percent from 5.99 percent in
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2003. The unemployment rate is expected to decline again this year to 5.11 percent. Unemployment is
expected to be little changed during the next two years with rates 0f4.89 percent and 4.98 percent in 2006
and 2007. Inflation, as measured by the implicit price deflator for personal consumption expenditures,
accelerated to 2.6 percent in 2004 from 1.9 percent in 2003 and 1.4 percent in 2002. Rising energy costs
continue to boost overall inflation. Excluding food and energy, inflation rose to 2.0 percent in 2004 from
1.3 percent in 2003. Energy will add to inflation again this year and next year but will help restrain inflation
in 2007 as energy prices finally decline. The forecast expects an inflation rate of 2.9 percent in 2005,
declining to 2.5 percent and 2.2 percent 2006 and 2007. The forecast assumes three further 25-basis-
point increases in the federal funds rate taking it to 4.50 percent on January 31, 2006.

Washington State Economic Forecast

The state’s employment growth rate decelerated to 1.8 percent in the third quarter from 2.9 in the
second quarter, 3.1 percent in the first quarter, and 3.2 percent in the fourth quarter of 2004. The third
quarter employment data reflect two partially offsetting anomalies, however. First, the Boeing-IAM labor
dispute temporarily reduced employment by 5,300. Second, a problem with the seasonal adjustment of
education employment temporarily raised reported employment by an estimated 3,000 jobs. Excluding
these transitory impacts, employment rose at a moderate 2.2 percent rate in the quarter. Manufacturing
employment, excluding the aerospace strike, rose 2.5 percent in the third quarter. Aerospace employment
rose ata 12.3 percent rate, excluding the strike. Manufacturing employment other than aerospace, however,
declined 0.5 percent. Every important private sector industry expanded in the third quarter. Perhaps signaling
an end to the dot-com bust, information employment rose at a 4.7 percent rate in the quarter in spite of a
lackluster 1.5 percent increase in software employment. Construction employment growth also remains
very strong at 4.6 percent in the quarter. “Other services,” education and health services, and leisure and
hospitality rose 3.4 percent, 2.7 percent, and 2.6 percent in the third quarter. Trade, transportation, and
utilities employment rose 2.4 percent and professional and business services employment rose 2.3 percent.
Financial activities employment inched up 0.2 percent. In the public sector, state and local government
employment jumped 3.8 percent, mostly as a result of the seasonal adjustment problem. Excluding that
impact, which should be reversed in the fourth quarter, employment was up only 1.1 percent. Federal
government employment declined at a 4.2 percent rate in the third quarter.

Washington’s personal income in the second quarter of 2005 was $3.794 billion (1.7 percent) lower
than the estimate made in September. The downward revision was mainly due to a historical revision to
nonwage personal income, which was $3.102 billion (3.1 percent) below the September estimate in the
second quarter. Total wages were $0.692 billion (0.6 percent) lower than expected in September. Software
wages were $0.042 (0.9 percent) billion higher than expected but non-software wages were $0.734 (0.6
percent) billion lower.

The number of housing units authorized by building permit increased 6,500 in the third quarter of 2005
to 54,700 from 48,200 in the second quarter. Single family permits rose 3,000 to 41,300 while multi-
family permits rose 3,500 to 13,400. Single family activity has not been this strong since the late 1970s.

The forecast also reflects Seattle consumer price data through August. After trailing the national average
during 2002, 2003, and 2004, Seattle inflation jumped out ahead the U.S. in the first four months of 2005,
rising at a seasonally adjusted annual rate of 7.2 percent compared to 4.8 percent for the U.S. city average
while core inflation (excluding food and energy) rose 5.4 percent rate in Seattle and 2.6 percent for the
U.S. city average. During the next four months, however, Seattle prices actually declined in spite of rising
energy costs. As a result, for the first eight months of the year Seattle inflation is running at a 2.1 percent
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rate compared to 3.9 percent for the U.S. while core inflation is only 0.2 percent in Seattle compared to
2.0 percent for the nation.

The Boeing strike was too short to have any lasting impact on aerospace employment or the Washington
economy in general. The Washington aerospace employment forecast incorporates the slightly stronger
growth experienced through October which adds about 200 jobs. The trend growth rate through the end
0f 2005 has also been increased from 6,000 per year to 6,600 per year. The software wage forecast has
been reduced to reflect the impact of a lower Microsoft stock price on stock option and stock award
income. Software employment is expected to increase 4,100 from the third quarter of 2005 to the fourth
quarter of 2007 compared to 3,400 in the September forecast.

Washington nonfarm payroll employment increased 1.7 percent in 2004 following a 0.1 percent rise in
2003 and declines in 2001 and 2002. The forecast continues to expect a relatively weak recovery due to
the sluggish U.S. economy and only a modest upturn in aerospace. The forecast expects employment
growth to improve to 2.7 percent this year. Employment growth is expected to retreat to 2.4 percent in
2006 and 2.1 percent in 2007. Washington personal income was temporarily boosted by nearly 3 percentage
points in 2004 as a result of Microsoft’s special dividend in November 2004. As a result of that dividend,
Washington personal income growth jumped to 7.4 percent in 2004 from 2.0 percent in 2003. Excluding
the special dividend, however, growth in 2004 would have been a more moderate 4.6 percent. Personal
income growth is expected to slow in 2005 to 3.0 percent but this is also distorted by the one-time
dividend. Excluding the special dividend, the forecast the forecast expects personal income growth to
improve to 5.8 percent this year and 7.4 percent next year before slowing slightly to 6.9 percent in 2007.
Washington housing activity remains very strong. Housing permits increased 7,300 in 2004 to 50,100
which is the highest annual total since 1979. The strength in housing has been mostly in the single family
market which continues to benefit from low mortgage rates. Higher mortgage rates are expected to depress
the single family market during the next three years. Partially offsetting this will be stronger population
growth which should boost multi-family activity. The forecast expects housing permits to increase to 51,300
in 2005 before declining slightly to 49,600 in 2006 and 48,300 in 2007. The weak Washington economy
has slowed inflation in the area in spite of soaring energy costs. Inflation, as measured by the Seattle
Consumer Price Index declined in 2004 to 1.2 percent from 1.6 percent in 2003. The strengthening local
economy should result in higher inflation in the next three years. The forecast expects inflation rates of 2.7
percent in 2005, 1.9 percent in 2006, and 2.2 percent in 2007.

Washington State Revenue Forecast

The November revenue forecast update reflects the assumption of slightly stronger Washington
employment and income growth. More importantly, revenue collections continue to come in much stronger
than these fundamental factors would normally indicate. Much of the strength in revenue collections can be
traced to very strong real estate and construction related activity. As a result, the revenue forecast has been
increased $304.9 million.

The November 2005 General Fund-State revenue estimate for the 2005-07 biennium is $26,335.7
million which is an increase of $304.9 million over the September forecast. Nearly one-third of the forecast
increase is due solely to soaring real estate excise tax collections. Much of the remainder of the forecast
revision is also due to real estate and construction related activity. Collection experience during the last
three months accounts for $97.1 million of the change in November.

As required by law, optimistic and pessimistic alternative forecasts were developed for the 2005-07
biennium. The forecast based on more optimistic economic assumptions netted $845 million (3.2 percent)
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more revenue than did the baseline while the pessimistic alternative was $755 million (2.9 percent) lower.
An alternative forecast based on the average view of the Governor’s Council of Economic Advisors
yielded $91 million (0.3 percent) less than did the baseline forecast.

Note: The economic data discussed in this chapter were current at the time the forecast was prepared. Many concepts
including real GDP have changed since then due to new releases and data revisions.



Chapter 1

Washington State and U.S. Economic
Forecasts

Recent U.S. Economic Activity

he November 2005 economic and revenue forecast was produced prior to the advance GDP
I estimate for the third quarter of 2005. According to the forecast, real GDP grew at a 3.4
percent rate in the third quarter of 2005, up slightly from 3.3 percent in the second quarter.
Final sales of domestic product rose at a 3.5 percent rate in the third quarter, down sharply from 5.6
percent in the second quarter. The slowdown in final sales growth was primarily due to the foreign sector
which was roughly neutral in the third quarter after adding about 1.1 percentage points to growth in the
second quarter. The 2.3 percent increase in export growth in the third quarter was completely offset by a
1.6 percent increase in imports. Fixed investment growth also weakened in the third quarter to 4.2 percent
from 9.6 percent in the second quarter. Business spending on equipment and software rose 6.7 percent
and residential fixed investment rose 5.0 percent but nonresidential construction fell 4.8 percent. Con-
sumer spending rose at a 3.3 percent rate in the third quarter, down slightly from 3.4 percent in the second
quarter. Purchases of consumer durables jumped 7.7 percent mainly as aresult of an 11.1 percent increase
in motor vehicles and parts. Consumer purchases of nondurable goods rose 2.6 percent while purchases
of services increased 2.7 percent. Government consumption expenditures and gross investment increased
ata 3.1 percent rate in the third quarter, up from 2.5 percent in the second quarter, mainly as a result of a
14.9 percent jump in federal civilian spending. National defense spending rose a moderate 3.4 percent
while state and local government spending inched up 0.8 percent.
According to the forecast, payroll employment growth slowed to 1.4 percent in the third quarter from
1.9 percent in the second quarter due in part to Hurricane Katrina. Excluding the storm impact, the fore-
cast for third quarter employment growth would have been 1.7 percent. The unemployment rate declined
slightly from 5.10 percent in the second quarter to 5.00 percent in the third quarter. Inflation, as measured
by the Consumer Price Index, increased to 5.0 percent in the third quarter of 2005 from 4.2 percent in the
second quarter and 2.4 percent in the first quarter. The increase was entirely due to rising energy costs,
however. Core inflation actually declined from 2.6 percent in the first quarter to 2.0 percent in the second
quarter and to 1.7 percent in the third quarter. Housing starts declined at a 4.2 percent rate from 2.044
million units in the second quarter to a still strong 2.023 million units in the third quarter while the mortgage
rate edged up from 5.74 percent to 5.75 percent. On September 20 the Federal Open Market Committee
raised its target for the federal funds rate by 25 basis points to 3.75 percent. Overall, the national forecast
is very similar to the forecast adopted in September.
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U.S. Forecast Highlights

The U.S. economy had been on pace for a solid third quarter before hurricanes Katrina and Rita hit.
The storms will take a bite off second-half 2005 GDP growth, but will add to 2006 growth as reconstruc-
tion spending seeps into the economy. Afterward, we expect the U.S. economy to downshift and begin
growing at its “trend” rate. GDP growth is expected to slow to 3.5 percent this year from 4.2 percent in
2004. Slower growth is expected in the next two years as the recovery matures. The forecast calls for
growth rates of 3.3 percent in 2006 and 3.0 percent in 2007. Nonfarm payroll employment rose 1.1
percent in 2004 which was the first significant increase in four years. The forecast assumes employment
growth will improve to 1.6 percent this year, slowing to 1.5 percent in 2006 and 1.2 percent in 2007. The
unemployment rate also improved in 2004 for the first time in four years, declining to 5.53 percent from
5.99 percent in 2003. The unemployment rate is expected to decline again this year to 5.11 percent.
Unemployment is expected to be little changed during the next two years with rates of 4.89 percent and
4.98 percent in 2006 and 2007. Inflation, as measured by the implicit price deflator for personal consump-
tion expenditures, accelerated to 2.6 percent in 2004 from 1.9 percent in 2003 and 1.4 percent in 2002.
Rising energy costs continue to boost overall inflation. Excluding food and energy, inflation rose to 2.0
percent in 2004 from 1.3 percent in 2003. Energy will add to inflation again this year and next year but will
help restrain inflation in 2007 as energy prices finally decline. The forecast expects an inflation rate 0of 2.9
percent in 2005, declining to 2.5 percent and 2.2 percent 2006 and 2007. The forecast assumes three
further 25-basis-point increases in the federal funds rate taking it to 4.50 percent on January 31, 2006.

1. Real GDP growth slowed to 3.7 percent in fiscal 2005 from 4.1 percent in 2004. Growth during
the last two years has been primarily driven by consumer spending, business spending on equip-
ment and software, residential fixed investment, and military spending. Increasing trade deficits,
however, have cost the economy nearly one percent per year in growth. Consumer spending and
business spending on equipment and software are expected to be the main contributors to GDP
growth in the next two years. The level of defense spending will remain high but the growth rate will
slow down. Residential investment growth is expected to turn negative by 2007 but net exports
should begin adding to growth by then. GDP growth is expected to slow further during the next
two years as the economy approaches its potential growth path. The forecast calls for GDP growth
rates of 3.4 percent in 2006 and 3.1 percent in 2007.

2. Inflation, as measured by the implicit price deflator for personal consumption expenditures, jumped
to 2.7 percent in fiscal 2005 from 2.1 percent in 2004. Surging energy costs continue to add to
overall inflation. Core inflation rose at a moderate 2.1 percent in fiscal 2005 following a 1.5 per-
cent increase in 2004. Core inflation is expected to remain moderate this year at 2.1 percent but
the addition of food and energy will raise the overall inflation rate to 3.1 percent. Falling energy
prices will help keep inflation in check during the final year of the forecast. The forecast expects an
overall inflation rate of 2.1 percent in 2007.

3. The Fed did not pause at its September meeting, and recent signals from its members indicate that
upside inflationary risks, rather than downside growth risks, are uppermost on their minds. The
forecast assumes that the Fed keeps hiking rates a quarter percentage point at a time to reach a
4.50 percent federal funds rate at the end of January 2006. The three-month Treasury bill rate rose
to 2.21 percent in fiscal 2005 from a 57-year-low 0.96 percent in fiscal 2004. The forecast
expects the T-bill rate to increase to 3.98 percent in 2006 and 4.38 percent in 2007 as the Fed
continues to tighten. Mortgage rates declined slightly from 5.92 percent in fiscal 2004 to 5.78
percent in fiscal 2005. The forecast expects the mortgage rate to rise to 6.29 percent and 6.78
percent in 2006 and 2007.
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4. Supported by record-low mortgage interest rates, housing activity held up well during the reces-
sion and has accelerated in the last four years in spite of the lackluster recovery. Housing starts
increased 3.8 percent in fiscal 2005 to 2.019 million units following a 12.4 percent increase in
fiscal 2004. This was the highest level of permits since 1973. Not surprising, given the low mort-
gage rates, the strength has been primarily in the single family market. The 1.665 million single
family starts in 2005 was the highest ever. Housing starts are expected to decline over the next two
years as interest rates rise. The forecast calls for a 4.2 percent reduction in 2006 to 1.934 million
units and a 5.9 percent reduction in 2007 to 1.820 million units.

5. The nation’s unemployment rate declined in fiscal 2005 to 5.31 percent from 5.81 percent in 2004
and 5.89 percent in 2003. Little improvement is expected in the next two years as GDP growth
slows to its trend rate. The forecast calls for unemployment rates of 4.97 percent in 2006 and 4.93
percent in 2007.

6. The federal budget deficit (national income and product accounts basis) narrowed to $341.8
billion in fiscal 2005 from a record $426.0 billion deficit in 2004. The forecast assumes that Con-
gress will not allow all the Bush personal tax reductions to expire as scheduled but will tinker
enough to raise federal income tax receipts toward their historical average 8.2 percent of GDP.
Continued economic growth should also help reduce deficits in the future. The deficit is expected
to improve during the next two years though Hurricane Katrina will add to spending especially in
fiscal 2006. The forecast expects a deficit of $327.8 billion in 2006 and $308.9 billion in 2007.

7. The trade deficit has been a huge drag on GDP growth in recent years. The trade deficit (national
income and product accounts basis) increased in fiscal 2005 to an all-time record $678.0 billion
from $543.3 billion in 2004. The dollar is expected to resume its downward trend which should
help restrain imports and boost exports but, with the U.S. economy leading the global recovery,
the trade balance will continue to deteriorate for a while. The forecast expects the deficit to grow
to $760.8 billion in 2006 and $783.5 billion in 2007.

Table 1.1 provides a fiscal year summary of the U.S. economic indicators.

Recent Economic Activity in Washington

The Employment Security Department has released preliminary employment estimates through Sep-
tember 2005. This forecast is based on adjusted employment estimates as described in Adjustments to
Economic Data. The state’s employment growth rate decelerated to 1.8 percent in the third quarter from
2.9 in the second quarter, 3.1 percent in the first quarter, and 3.2 percent in the fourth quarter of 2004. The
third quarter employment data reflect two partially offsetting anomalies, however. First, the Boeing-IAM
labor dispute temporarily reduced employment by 5,300. Second, a problem with the seasonal adjustment
of education employment temporarily raised reported employment by an estimated 3,000 jobs. Excluding
these transitory impacts, employment rose at a moderate 2.2 percent rate in the quarter. Manufacturing
employment, excluding the aerospace strike, rose 2.5 percent in the third quarter. Aerospace employment
rose ata 12.3 percent rate, excluding the strike. Manufacturing employment other than aerospace, how-
ever, declined 0.5 percent. Every important private sector industry expanded in the third quarter. Perhaps
signaling an end to the dot-com bust, information employment rose at a 4.7 percent rate in the quarter in
spite of a lackluster 1.5 percent increase in software employment. Construction employment growth also
remains very strong at 4.6 percent in the quarter. “Other services,” education and health services, and
leisure and hospitality rose 3.4 percent, 2.7 percent, and 2.6 percent in the third quarter. Trade, transpor-
tation, and utilities employment rose 2.4 percent and professional and business services employment rose
2.3 percent. Financial activities employment inched up 0.2 percent. In the public sector, state and local
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government employment jumped 3.8 percent, mostly as a result of the seasonal adjustment problem.
Excluding that impact, which should be reversed in the fourth quarter, employment was up only 1.1 per-
cent. Federal government employment declined at a 4.2 percent rate in the third quarter.

In March 2005 the U.S. Department of Commerce, Bureau of Economic Analysis (BEA) revised its
quarterly state personal income estimates through the fourth quarter of 2004 and released preliminary
estimates for the first quarter. In addition, the wage estimates for the third quarter of 2004 through the
second quarter of 2005 have been adjusted to reflect the Covered Employment and Payrolls data pro-
duced by the Department of Employment Security (see Adjustments to Economic Data). According to the
adjusted estimates, Washington’s personal income in the second quarter of 2005 was $3.794 billion (1.7
percent) lower than the estimate made in September. The downward revision was mainly due to a histori-
cal revision to nonwage personal income, which was $3.102 billion (3.1 percent) below the September
estimate in the second quarter. Total wages were $0.692 billion (0.6 percent) lower than expected in
September. Software wages were $0.042 (0.9 percent) billion higher than expected but non-software
wages were $0.734 (0.6 percent) billion lower.

The number of housing units authorized by building permit increased 6,500 in the third quarter o£ 2005
to 54,700 from 48,200 in the second quarter. Single family permits rose 3,000 to 41,300 while multi-
family permits rose 3,500 to 13,400. Single family activity has not been this strong since the late 1970s.

The forecast also reflects Seattle consumer price data through August. After trailing the national aver-
age during 2002, 2003, and 2004, Seattle inflation jumped out ahead the U.S. in the first four months of
2005, rising at a seasonally adjusted annual rate of 7.2 percent compared to 4.8 percent for the U.S. city
average while core inflation (excluding food and energy) rose 5.4 percent rate in Seattle and 2.6 percent
for the U.S. city average. During the next four months, however, Seattle prices actually declined in spite of
rising energy costs. As a result, for the first eight months of the year Seattle inflation is running at a 2.1
percent rate compared to 3.9 percent for the U.S. while core inflation is only 0.2 percent in Seattle
compared to 2.0 percent for the nation.

Adjustments to Economic Data

This forecast utilized an alternative employment estimate developed by the Department of Employ-
ment Security which incorporates more recent covered employment and payrolls data than does the Bu-
reau of Labor Statistics (BLS) estimate. The alternative employment estimate incorporated the covered
employment and payrolls data through the second quarter of 2005 which added 13,000 (0.5 percent) to
the BLS Current Employment Statistics (CES) estimate for June 2005. By September 2005 the difference
had narrowed slightly to 12,400 (0.4 percent).

The BEA benchmarks its estimates for wage and salary disbursements to the Quarterly Census of
Employment and Wages (QCEW) data for all sectors except agriculture and federal government. We have
more up-to-date QCEW data for wages in the third and fourth quarters of 2004 and first quarter of 2005
as well as data for the second quarter of 2005 which was unavailable to the Bureau of Economic Analysis
(BEA) at the time of their latest state personal income release. We derived wage estimates for these
sectors for the third and fourth quarters of 2004 and the first two quarters of 2005 based on the QCEW
data. Unadjusted BEA estimates were used for farm, federal civilian, and military wages as well as for all
nonwage components of personal income. Our adjustments decreased the second quarter wage estimate
by $3.314 billion (2.6 percent), subtracting 1.5 percent from total personal income in that quarter.

Washington State Forecast Highlights

The Boeing strike was too short to have any lasting impact on aerospace employment or the Washing-
ton economy in general. The Washington aerospace employment forecast incorporates the slightly stron-
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ger growth experienced through October which adds about 200 jobs. The trend growth rate through the
end of 2005 has also been increased from 6,000 per year to 6,600 per year. The software wage forecast
has been reduced to reflect the impact of a lower Microsoft stock price on stock option and stock award
income. Software employment is expected to increase 4,100 from the third quarter of 2005 to the fourth
quarter of 2007 compared to 3,400 in the September forecast.

Washington nonfarm payroll employment increased 1.7 percent in 2004 following a 0.1 percent rise in
2003 and declines in 2001 and 2002. The forecast continues to expect a relatively weak recovery due to
the sluggish U.S. economy and only a modest upturn in aerospace. The forecast expects employment
growth to improve to 2.7 percent this year. Employment growth is expected to retreat to 2.4 percent in
2006 and 2.1 percent in 2007. Washington personal income was temporarily boosted by nearly 3 per-
centage points in 2004 as a result of Microsoft’s special dividend in November 2004. As a result of that
dividend, Washington personal income growth jumped to 7.4 percent in 2004 from 2.0 percent in 2003.
Excluding the special dividend, however, growth in 2004 would have been a more moderate 4.6 percent.
Personal income growth is expected to slow in 2005 to 3.0 percent but this is also distorted by the one-
time dividend. Excluding the special dividend, the forecast the forecast expects personal income growth to
improve to 5.8 percent this year and 7.4 percent next year before slowing slightly to 6.9 percent in 2007.
Washington housing activity remains very strong. Housing permits increased 7,300 in 2004 to 50,100
which is the highest annual total since 1979. The strength in housing has been mostly in the single family
market which continues to benefit from low mortgage rates. Higher mortgage rates are expected to de-
press the single family market during the next three years. Partially offsetting this will be stronger population
growth which should boost multi-family activity. The forecast expects housing permits to increase to 51,300
in 2005 before declining slightly to 49,600 in 2006 and 48,300 in 2007. The weak Washington economy
has slowed inflation in the area in spite of soaring energy costs. Inflation, as measured by the Seattle
Consumer Price Index declined in 2004 to 1.2 percent from 1.6 percent in 2003. The strengthening local
economy should result in higher inflation in the next three years. The forecast expects inflation rates of 2.7
percent in 2005, 1.9 percent in 2006, and 2.2 percent in 2007.

1. Nominal personal income surged 7.8 percent in fiscal 2005 following 3.6 percent increase in 2004.
The strong growth was largely due to due the special one-time dividend paid by Microsoft in
December 2004. Without the special dividend, growth would have been 5.1 percent in 2005. The
improvement in growth in 2005, aside from the special dividend, was primarily due to much stron-
ger employment growth. Declining software stock option income continues to hurt overall income
growth. Excluding software wages as well as the special dividend, Washington personal income
would have increased 5.8 percent in 2005 rather than 5.1 percent. The forecast expects even
stronger income growth in the next two years. Employment growth should remain healthy and
average wage growth and nonwage income growth are expected to accelerate. Nominal income
growth will slow in 2006 to 3.8 percent due to the absence of the special dividend this year.
Excluding the special dividend impact, growth will accelerate to 6.5 percent in 2006 and 7.5
percent in 2007. Software wages are not expected to have a major impact on income growth in
the next two years.

2. Washington real personal income growth jumped to 5.0 percent in fiscal 2005 from 1.5 percent in
2004, again largely because of the special Microsoft dividend in December 2004. Excluding the
special dividend, the improvement was more modest, from 1.5 percent to 2.3 percent. Much
stronger personal income growth is expected during the next two years. The forecast calls for real
personal income growth rates of 0.7 percent in 2006 (3.4 percent excluding the Microsoft special
dividend) and 5.3 percent in 2007.
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3. Total payroll employment growth in Washington rose 2.4 percent in fiscal 2005 following a gain of
just 0.7 percent 2004 and declines in 2003 and 2002. The areas that suffered the most in the
recession in Washington were information technology, aerospace, and construction. Construction
employment has now moved well beyond its previous peak and continues to grow rapidly. The
aerospace sector has begun a modest recovery and, with the exception of telecommunications, the
IT sector is in recovery. Washington payroll employment growth is expected to increase slightly to
2.6 percent in 2006 before slowing to 2.3 percent in 2007.

¢

Chapter 1

The 28-day strike by Boeing’s machinists reduced reported Washington aerospace employ-
ment by 16,000 in September. Excluding that transitory impact, as of September 2005 the
aerospace recovery has added 7,400 jobs since the trough of the last downturn in May 2004.
Previously, 27,300 aerospace jobs had been lost since the September 11 terrorist attacks and
52,300 jobs had been lost since the June 1998 peak. Boeing lowered it forecast of deliveries
this year to 290 from 320 due to the strike but still expects to deliver 395 next year which is an
increase of nearly 40 percent over the 285 delivered in 2004. A further unspecified increase is
expected in 2007 as well. In spite of the strong growth expected in deliveries the upturn in
employment is expected to be more gradual than in past cycles. The forecast assumes fourth
quarter to fourth quarter employment increases of 6,800, 6,600, and 6,600 in 2005, 2006,
and 2007.

After more than a decade of robust and sustained growth, employment by Washington’s soft-
ware publishers flattened in mid-2001. From the beginning of 1990 through the second quar-
ter of 2001, the software employment growth rate averaged more than 16 percent per year.
During the next two years the average annual growth rate slowed to just 1.0 percent. Microsoft
continued to grow, albeit at a reduced rate, but other Washington software publishers suffered
absolute declines. Since then, however, growth has picked up to an average rate of 5.1 per-
cent and the monthly data through September indicate that growth in the fourth quarter of
2005 will be at a strong 8.3 percent rate. The forecast assumes that Microsoft employment
will continue to grow, though not nearly as fast as in the 1990s, and that non-Microsoft soft-
ware will also grow. Microsoft has announced that it expects to hire 4,000 to 5,000 employ-
ees worldwide during the current year. In recent years, fewer than half of net new hires have
been in Washington, though. The forecast assumes software employment will grow at an aver-
age rate of 3.9 percent per year during the remainder of the forecast.

Bolstered by a hot housing market, strong growth in Washington’s construction employment
during the two years has now erased the significant losses experienced during the recession.
Since the middle of 2003 growth has averaged 6.2 percent. Employment is now 14,400 (8.8
percent) higher than at the previous peak in the first quarter of 2001 and 24,100 (15.7 per-
cent) higher than at the trough in the first quarter of 2002. Housing held up pretty well during
the recession but nonresidential building in the Puget Sound area fell sharply. We believe the
commercial side has now stabilized and the recent strength in housing permits should support
construction employment in the near term. Higher interest rates are expected to depress single
family activity in the future but stronger migration into Washington should boost multi-family
activity. In addition, nonresidential construction is expected to recover. As a result, the fore-
cast expects fairly moderate construction employment growth averaging 1.9 percent per year
through the end of 2006 before declining a slight 0.4 percent during 2007.

Financial activities employment grew rapidly right through the recession. From the end of
2000 through the third quarter of 2003 growth averaged 2.8 percent per year. The growth
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was concentrated in credit intermediation and related activities, which clearly benefited by a
refinancing boom brought on by the decline in mortgage interest rates during this period. Em-
ployment in this sector plateaued when mortgage rates stopped falling in early 2003 but picked
up again in the fourth quarter of 2004. Growth has averaged 1.6 percent over the last year and
the monthly data indicate a 1.4 percent increase in the fourth quarter of 2005. The forecast
expects a slight 0.2 percent decline over the next four quarters as mortgage rates head up.
Growth is projected to improve to 1.4 percent during the final year of the forecast.

¢ Washington retail trade employment fell farther during the recession than did U.S. retail trade
employment but the recovery here was also earlier and stronger. By the end 0f 2002 Washing-
ton retail trade employment had fallen 3.7 percent since its pre-recession peak. Most of the
decline was in the miscellaneous “other retail trade” category which includes e-tailing, a clear
casualty of the dot-com implosion. Since then, however, Washington retail trade employment
growth has generally been positive but weak, averaging 1.6 percent. In the third quarter of
2005 employment exceeded its pre-recession peak by a mere 0.7 percent. The forecast
expects trade employment growth to improve to an average annual rate of 2.3 percent per
year through the end of 2007.

4 Employment in the professional and business services sector plunged 6.5 percent from the end
0f 2000 through the first quarter of 2002. The 20,100 jobs lost during the recession can be
attributed to employment services (mainly temporary help agencies), which fell 14,000 (26.1
percent) and computer systems design and related services, which fell 6,100 (20.1 percent).
These areas of weakness have turned around. Since mid-2003, employment in computer
systems design and related services has increased 9.9 percent while employment services
employment has soared 24.8 percent. Largely as a result of this turnaround, overall profes-
sional and business services employment growth has averaged 4.4 percent per year during this
period. The forecast expects fairly strong growth averaging 4.4 percent per year throughout
the forecast.

4 State and local government employment grew throughout the recession but the protracted
slowdown in the state’s economy put pressure on state and local governments’ budgets with a
lag. From the end of 2000 through the second quarter of 2003, employment grew at an
average rate of 3.3 percent per year. During the next two years growth slowed to an average
rate of 0.7 percent and just 0.4 percent excluding the small but rapidly expanding tribal gov-
ernment sector. Employment growth jumped to 3.8 percent in the third quarter of 2005 but we
believe this was due to a seasonal anomaly in local government education employment that will
be reversed in the fourth quarter. Because of this, the forecast calls for a 1.3 percent decline in
the fourth quarter. The forecast assumes some improvement as state and local government
budgets recover and tribal government employment should continue to grow rapidly but growth
will be restrained by slow school age population growth. The forecast expects an average
growth rate of 1.9 percent per year from the fourth quarter of 2005 through the end of 2007.

4. The number of housing units authorized by building permit in Washington rose 18.0 percent in fiscal
2005 to 52,100 units following increases of 14.9 percent and 3.4 percent in 2003 and 2004. The
strength in housing has been mainly in the single family market which has benefited from record low
mortgage interest rates. Single family permits increased 10.6 percent in 2005 to a 27 year high
38,000 units and multi-family permits jumped 44.0 percent to 14,100 units. Rising mortgage rates
will depress the single family market in 2006 and 2007. Partially offsetting this is stronger net
migration which should continue to boost multi-family activity. The net effect is a modest reduction
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in overall activity during the next two years. The forecast expects a 1.8 percent reduction in 2006
to 51,200 units followed by a 3.9 percent decrease in 2007 to 49,200 units.

5. Inflation in the Seattle metropolitan area, as measured by the consumer price index for all urban
consumers, increased in fiscal 2005 to 1.9 percent from 1.3 percent in 2004. Core inflation in
Seattle was only 1.0 percent in 2005, up slightly from 0.4 percent in 2004. Seattle inflation trailed
the national average in 2003, 2004, and 2005 reflecting the more severe local recession. During
the previous 13 years Seattle inflation had exceeded the U.S. city average. Seattle inflation is
expected to remain below U.S. inflation this year at 2.3 percent compared to 3.7 percent for the
U.S. The stronger local recovery should eventually cause Seattle inflation to rise above the U.S.
rate. The forecast calls for a Seattle inflation rate of 2.0 percent in 2007 compared to a national
rate of 1.9 percent.

Table 1.2 provides a fiscal year summary of the state economic indicators.

Alternative Forecasts

As required by statute, the Forecast Council has also adopted two alternatives to the baseline fore-
cast. One of these was based on more optimistic economic assumptions than the baseline and one was
based on more pessimistic assumptions. These alternatives are summarized in Table 1.3.

Optimistic Forecast: Six assumptions distinguish the optimistic scenario from the baseline forecast.
First, productivity is stronger. Underlying this assumption is the view that the information-driven technology
boom, which appears to have accelerated in recent years, continues. Second, foreign economic growth is
stronger. A stronger world economy boosts U.S. exports and strengthens domestic manufacturing. Third,
business investment is stronger. Fourth, the federal government budget deficit is lower. Fifth, housing starts
are stronger. And finally, the optimistic scenario assumes that oil prices decline to $43 per barrel by the end
0f 2007 rather than hovering around $60 as in the baseline. These assumptions produce a rosier outlook,
with the economy growing about one percent per year faster than in the baseline during 2006 and 2007.
Although economic growth and labor markets are stronger, inflation is lower because of the stronger dollar
and the higher productivity gains. The lower inflation rate allows the Federal Reserve to keep the federal
funds rate below the baseline value. Since productivity growth is higher, potential GDP is higher and
remains so throughout the forecast period. Job growth is also stronger. Nonfarm employment is 950,000
higher than in the baseline at the end of 2006 and 1.7 million higher at the end of 2007. Because job growth
is strong, the unemployment rate stays below its baseline rate over the forecast period. For Washington,
the optimistic forecast assumes a more typical, vigorous aerospace employment expansion than the mod-
est growth assumed in the baseline. Washington’s wages also grow faster than in the baseline. The strong
regional economy raises Seattle CPI inflation above the baseline forecast in the optimistic scenario in spite
of strong productivity growth. The initial level of Washington personal income is also higher in the optimistic
scenario and population growth is stronger. Construction employment continues to rise in the optimistic
scenario rather than leveling off as in the baseline. By the end of the 2005-07 biennium, Washington
nonagricultural employment is higher by 51,000 jobs than in the baseline forecast and Washington personal
income is $10.4 billion higher. The optimistic scenario generated $845 million (3.2 percent) more revenue
in the 2005-07 biennium than did the baseline forecast.

Pessimistic Forecast: The pessimistic alternative assumes that there is less spare capacity than thought,
both globally and in the U.S. economy. It also assumes that the dollar weakens rapidly as foreign investors
take fright at the spiraling trade deficit, and thus lose confidence in the dollar. Interest rates rise as foreign
investors diversify away from the dollar, and the federal deficit widens relative to the baseline. The falling
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dollar adds to the upward pressure on inflation. The Fed responds by accelerating the pace of tightening.
Despite the more aggressive tightening, the stock and bond markets both slip on signs that the Fed may
have let inflation build up an unstoppable momentum. The Fed cannot permit this acceleration to continue,
and so raises rates further in 2006. Between the higher interest rates and persistently high energy prices,
consumer confidence suffers. Consumers rein in discretionary spending and the U.S. economy slows. At
the same time, hiring lags, causing the unemployment rate to climb. The economy does not sink into
recession in the pessimistic alternative, but merely fails to come as close to its potential as in the baseline,
with GDP growth coming in 1.2 percentage point below the baseline rate in 2006 and 0.9 percentage
points below the baseline in 2007. At the state level, the recovery in aerospace employment is much slower
than in the baseline. Data revisions show that the initial level of Washington personal income is lower than
was assumed in the baseline. Population growth is also slower in this scenario. Construction employment
begins to decline again in the first quarter of 2006 rather than leveling off as in the baseline. Because of the
weak economy, Washington wage growth is weaker than in the baseline forecast in spite of the higher
inflation assumption in the national pessimistic forecast. Seattle inflation is initially stronger than in the
baseline but also weakens after the first quarter of 2006. By the end of the 2005-07 biennium, Washington
nonagricultural employment is 55,100 lower than the baseline forecast and Washington personal income is
$8.4 billion lower. The pessimistic scenario produced $755 million (2.9 percent) less revenue in the 2005-
07 biennium than did the baseline forecast.

Governor’s Council of Economic Advisors Scenario

In addition to the optimistic and pessimistic forecasts, the staff has prepared a forecast based on the
opinions of the Governor’s Council of Economic Advisors (GCEA) as summarized in Table 1.3. In the
GCEA scenario, the U.S. and state forecasts were adjusted to match the average view of the Council
members. The Council members’ real GDP growth forecast was slightly weaker than the baseline forecast
in both 2006 and 2007 but their inflation forecast was slightly higher in both years. The Governor’s Council
members’ short term interest rate forecast for fiscal 2007 was lower than the baseline forecast but their
mortgage rate forecast was very similar. The GCEA forecast for Washington State was also similar to the
baseline forecast. Their personal income growth forecasts, both real and nominal, were similar to the
baseline in 2006 but weaker in 2007. The Council members also expected slightly weaker employment
growth in both years. Conversely, their housing permit forecast was slightly higher than the baseline. At the
end of the 2005-07 biennium Washington nonagricultural employment was 4,400 lower in the GCEA
forecast than in the baseline forecast and their Washington personal income forecast was $1.8 billion
lower. The Governor’s Council scenario generated $91 million (0.3 percent) less than did the baseline
forecast.

Note: The economic data discussed in this chapter were current at the time the forecast was prepared. Many concepts
including real GDP have changed since then due to new releases and data revisions.
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Table 1.1 Fiscal Years
U.S. Economic Forecast Summary
Forecast 2006 to 2007

2000 2001 2002 2003 2004 2005 2006 2007
Real National Income Accounts (Billions of Chained 2000 Dollars)

Real Gross Domestic Product 9,679.2 9,876.5 9,947.510,138.910,557.510,948.6 11,321.7 11,669.7
% Ch 4.5 2.0 0.7 1.9 4.1 3.7 3.4 3.1
Real Consumption 6,599.5 6,829.1 7,010.9 7,180.1 7,453.8 7,727.7 7,945.3 8,202.8
% Ch 5.0 3.5 2.7 2.4 3.8 3.7 2.8 3.2
Real Nonresidential Fixed Investment 1,186.8 1,229.4 1,115.3 1,061.8 1,130.6 1,242.8 1,360.9 1,474.1
% Ch 9.4 3.6 -9.3 -4.8 6.5 9.9 9.5 8.3
Real Residential Fixed Investment 449.8 4442 4571 483.0 541.1 580.8 5974 550.2
% Ch 3.5 -1.2 29 5.7 12.0 7.3 29 -7.9
Real Personal Income 8,209.2 8,524.6 8,567.5 8,593.3 8,815.5 9,130.8 9,370.7 9,762.8
% Ch 4.2 3.8 0.5 0.3 2.6 3.6 2.6 4.2
Real Per Capita Income ($/Person) 29,181 29,988 29,835 29,629 30,112 30,905 31,430 32,454
% Ch 3.0 2.8 -0.5 -0.7 1.6 2.6 1.7 3.3
Price and Wage Indexes
U.S. Implicit Price Deflator (2000=1.0) 0.988 1.011 1.027 1.046 1.067 1.096 1.130 1.154
% Ch 2.3 2.3 1.5 1.8 2.1 2.7 3.1 2.1
U.S. Consumer Price Index (1982-84=1.0) 1.693 1.751 1.782 1.821 1.861 1917 1.987 2.024
% Ch 29 3.4 1.8 2.2 2.2 3.0 3.7 1.9
Employment Cost Index (June 1989=1.0) 1431 1487 1541 1585 1.630 1.670 1.716 1.780
% Ch 3.7 3.9 3.6 29 2.8 2.4 2.8 3.7
Current Dollar National Income (Billions of Dollars)
Gross Domestic Product 9,571.3 9,991.510,280.310,670.0 11,361.712,097.7 12,860.1 13,527.9
% Ch 6.4 4.4 29 3.8 6.5 6.5 6.3 5.2
Personal Income 8,115.3 8,622.2 8,798.7 8,988.3 9,410.810,012.210,590.8 11,263.9
% Ch 6.6 6.2 2.0 2.2 4.7 6.4 5.8 6.4
Employment (Millions)
U.S. Civilian Labor Force 142.0 143.2 1444 1459 146.8 148.2 1506 152.8
Total U.S. Employment 1354 137.2 136.4 137.1 138.3 140.3 143.1 1453
Unemployment Rate (%) 4.07 4.13 5.47 5.89 5.81 5.31 4.97 4.93
Nonfarm Payroll Employment 130.60 132.25 130.88 130.12 130.48 132.57 134.63 136.51
% Ch 25 1.3 -1.0 -0.6 0.3 1.6 1.6 1.4
Manufacturing 17.29 17.04 1574 1488 1433 1432 14.23 14.07
% Ch -0.8 -1.4 -7.7 -5.4 -3.7 -0.0 -0.7 -1.1
Durable Manufacturing 10.85 10.75 9.83 9.21 8.88 8.95 8.94 8.88
% Ch -0.1 -0.9 -8.6 -6.2 -3.6 0.9 -0.2 -0.6
Nondurable Manufacturing 6.44 6.29 5.91 5.67 5.45 5.37 5.29 5.18
% Ch -1.9 -2.4 -6.0 -4.1 -3.8 -1.5 -1.5 -2.0
Construction 6.70 6.82 6.77 6.69 6.84 7.10 7.34 7.38
% Ch 5.4 1.8 -0.7 -1.2 2.2 3.8 3.4 0.5
Service-Producing 106.01 107.78 107.78 107.97 108.74 110.54 112.43 114.39
% Ch 29 1.7 -0.0 0.2 0.7 1.7 1.7 1.7
Miscellaneous Indicators
Oil-WTI ($ per barrel) 26.0 30.1 23.8 29.9 33.8 48.8 61.6 61.4
Credit Outstanding/Disp. Income 22.4 23.4 24.0 24.4 241 23.9 23.9 23.6
Auto Sales (Millions) 9.0 8.5 8.2 7.9 7.5 7.6 7.4 7.3
% Ch 7.8 -5.0 -4.3 -3.7 -4.3 0.2 -1.5 -1.4
Housing Starts (Millions) 1.638 1.571 1.646 1.729 1.944 2019 1.934 1.820
% Ch -1.3 -4.1 4.8 5.1 12.4 3.8 -4.2 -5.9
Federal Budget Surplus (Billions) 156.2 161.0 -135.8 -302.9 -426.0 -341.8 -327.8 -308.9
Net Exports (Billions) -323.9 -389.8 -375.7 -477.9 -543.3 -678.0 -760.8 -783.5
3-Month Treasury Bill Rate (%) 5.23 5.14 215 1.30 0.96 2.21 3.98 4.38
10-Year Treasury Note Yield (%) 6.17 5.45 4.98 3.95 4.29 4.23 4.73 5.20
Bond Index of 20 G.O. Munis. (%) 5.82 5.35 5.14 4.77 4.79 4.50 4.82 5.34
30-Year Fixed Mortgage Rate (%) 8.05 7.45 6.88 5.93 5.92 5.78 6.29 6.78
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Table 1.2

Washington Economic Forecast Summary

Forecast 2006 to 2007

2000 2001 2002 2003

Real Income (Billions of Chained 2000 Dollars)

Real Personal Income

185.815 188.591 190.099 189.817

Fiscal Years

2004 2005 2006 2007

192.593 202.224 203.715 214.504

% Ch 6.3 1.5 0.8 -0.1 1.5 5.0 0.7 5.3
Real Wage and Salary Disb. 110.278 108.885 107.636 107.327 108.451 110.890 114.335 120.170
% Ch 8.4 -1.3 -1.1 -0.3 1.0 2.2 3.1 5.1
Real Nonwage Income 75.536 79.706 82.463 82.489 84.142 91.335 89.380 94.334
% Ch 3.4 5.5 3.5 0.0 2.0 8.5 -2.1 5.5

Real Per Capita Income ($/Person) 31,561 31,621 31,511 31,158 31,263 32,374 32,061 33,186
% Ch 51 0.2 -0.3 -1.1 0.3 3.6 -1.0 3.5

Price and Wage Indexes

U.S. Implicit Price Deflator (2000=1.0) 0.988 1.011 1.027 1.046 1.067 1.096 1.130 1.154
% Ch 2.3 2.3 1.5 1.8 2.1 2.7 3.1 21

Seattle Cons. Price Index (1982-84=1.0) 1.757 1828 1.876 1910 1.935 1973 2.017 2.057
% Ch 3.2 4.0 2.7 1.8 1.3 1.9 23 2.0

Avg. Hourly Earnings-Mfg. ($/Hour) 16.42 17.30 18.34 17.88 18.15 18.57 19.07 19.48
% Ch 2.8 5.4 6.0 -2.5 1.5 23 2.7 21

Current Dollar Income (Billions of Dollars)

Nonfarm Personal Income 183.265 190.420 194.971 198.015 204.710 221.131 229.707 246.905
% Ch 8.9 3.9 2.4 1.6 3.4 8.0 3.9 7.5

Personal Income 183.670 190.757 195.224 198.531 205.582 221.705 230.233 247.479
% Ch 8.8 3.9 23 1.7 3.6 7.8 3.8 7.5

Disposable Personal Income 157.042 162.472 170.526 175.641 183.784 196.614 202.949 217.314
% Ch 8.1 3.5 5.0 3.0 4.6 7.0 3.2 7.1

Per Capita Income ($/Person) 31,196 31,983 32,360 32,588 33,371 35,492 36,234 38,286
% Ch 7.5 25 1.2 0.7 2.4 6.4 2.1 5.7

Employment (Thousands)

Washington Civilian Labor Force 3,059.4 3,050.0 3,072.0 3,133.2 3,198.3 3,256.7 3,333.4 3,404.4
Total Washington Employment 29121 2,884.0 2,855.5 2,903.7 2,978.1 3,070.1 3,144.8 3,214.0

Unemployment Rate (%) 4.81 5.44 7.05 7.32 6.89 5.73 5.66 5.59

Nonfarm Payroll Employment 2,684.4 2,717.5 2,665.4 2,654.9 2,674.5 2,739.2 2,809.2 2,873.9
% Ch 2.4 1.2 -1.9 -0.4 0.7 24 2.6 23
Manufacturing 336.3 326.4 300.1 274.8 263.2 2671 2739 279.9

% Ch -4.8 -2.9 -8.1 -8.4 -4.2 1.5 2.5 2.2
Durable Manufacturing 239.7 2329 2120 1905 181.0 186.3 1943 201.8
% Ch -6.4 -2.8 -9.0 -10.2 -5.0 3.0 4.3 3.9
Aerospace 89.6 86.8 82.9 70.1 62.1 63.3 68.8 76.8
% Ch -16.5 -3.1 -45 -15.5 -11.4 2.0 8.6 11.6
Nondurable Manufacturing 96.5 93.5 88.1 84.3 82.3 80.8 79.6 78.1
% Ch -0.3 -3.2 -5.7 -4.3 -2.5 -1.8 -1.5 -1.8
Construction 158.3 161.3 1548 1549 160.0 170.2 179.0 181.6
% Ch 6.5 1.9 -4.1 0.1 3.2 6.4 5.2 1.5
Service-Producing 2,179.4 2,220.0 2,200.9 2,216.1 2,242.5 2,292.6 2,347.1 2,403.1
% Ch 3.3 1.9 -0.9 0.7 1.2 2.2 2.4 2.4
Software Publishers 29.6 34.5 36.0 36.5 38.5 40.0 421 43.8
% Ch 14.0 16.9 41 1.6 55 3.8 53 4.0

Housing Indicators (Thousands)

Housing Units Authorized by Bldg. Permit 39.065 40.384 37.216 42.753 44.193 52.147 51.186 49.167
% Ch -13.1 3.4 -7.8 14.9 3.4 18.0 -1.8 -3.9
Single-Family 26.372 26.761 26.856 32.802 34.396 38.043 36.145 30.986
% Ch -6.7 1.5 0.4 22.1 4.9 10.6 5.0 -143
Multi-Family 12.693 13.623 10.360 9.951 9.797 14.105 15.041 18.181
% Ch -24.0 7.3 -24.0 -4.0 -1.5 44.0 6.6 20.9
30-Year Fixed Mortgage Rate (%) 8.05 7.45 6.88 5.93 5.92 5.78 6.29 6.78
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Table 1.3
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uU.s.

Real GDP
%Ch

Implicit Price Deflator
%Ch

Mortgage Rate

3 Month T-Bill Rate

Washington

91

Real Personal Income
%Ch

Personal Income
%Ch

Employment
%Ch

Housing Permits
%Ch

G000 18quisAON

Comparison of Alternative Forecasts

Fiscal Year 2005
(@] B P G

10948.6 10948.6 10948.6 10948.6
3.7 3.7 3.7 3.7
1.096 1.096 1.096 1.096
2.7 2.7 2.7 2.7
5.78 5.78 5.78 5.78
2.21 2.21 2.21 2.21

202.224 202.224 202.224 202.224
5.0 5.0 5.0 5.0
221.705 221.705 221.705 221.705
7.8 7.8 7.8 7.8
2739.2 2739.2 2739.2 2739.2
24 24 24 24
52147 52147 52147 52147
18.0 18.0 18.0 18.0

Fiscal Year 2006
(@] B P G

11354.9 11321.7 11270.8 11313.1
3.7 34 29 3.3
1128 1130 1141 1.132
29 3.1 4.0 3.3
6.15 6.29 7.50 6.29
3.78 3.98 4.38 3.91

206.881 203.715 199.070 203.312
23 0.7 -1.6 0.5
233.461 230.233 227.045 230.216
5.3 3.8 24 3.8
2819.9 2809.2 2798.9 2808.4
29 2.6 22 25
53468 51.186 45.250 51.709
25 -1.8  -13.2 -0.8

(O) Optimistic; (B) Baseline; (P) Pessimistic; (G) Governor’s Council of Economic Advisors

Fiscal Year 2007
(@] B P G

11827.4 11669.7 11479.8 11642.6
4.2 3.1 1.9 29
1.144 1154 1179 1.159
14 21 3.3 24
6.30 6.78 9.92 6.70
3.96 4.38 5.80 3.94

223.908 214.504 203.908 211.948
8.2 5.3 24 4.2
256.086 247.479 240.355 245.755
9.7 7.5 59 6.7
29141 28739 28327 2869.7
3.3 23 1.2 22
56.148 49.167 36.461 50.222
5.0 -39 -194 -2.9
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Table 1.4
Forecast Analysis
Comparison of Forecasts for 2003-05

Forecast Date 2004
Feb. June Sept.
u.s.
Percent Growth, 2005:2-2007:2
Real GDP 6.8 6.8 6.5
Implicit Price Deflator 3.9 3.7 3.8
Average Rate, 2005:3 to 2007:2
3 Month T-Bill Rate 265 268 320
Mortgage Rate 7.01 6.57 6.98
Washington
Percent Growth, 2005:2-2007:2
Employment 4.2 4.0 3.9
Personal Income 128 127 125
Real Personal Income 8.6 8.7 8.5
Total (Thousands of units), 2005:3 to 2007:2
Housing Units Authorized 792 869 88.0

2005
Nov. Mar. June Sept.
6.2 6.4 5.9 6.3
3.5 3.7 3.9 5.0
3.10 342 389 404
6.54 646 6.76 6.37
3.3 3.6 4.0 4.4
11.9 122 13.0 140
8.1 8.3 8.8 8.6
86.3 89.7 934 98.1

Nov.

Feb.

2006

June

6.4
5.0

4.18

6.54

4.6
14.3
8.9

100.4

Sept.

Nov.

Mar.

2007
June




Table 1.5 Fiscal Years
Forecast Comparison

Forecast 2005 to 2007
2003 2004 2005 2006 2007
U.S.
Real GDP
November Baseline 10138.9 10557.5 10948.6 11321.7 11669.7
% Ch 19 4.1 3.7 34 3.1
September Baseline 10138.9 10557.5 10948.5 11322.7 11664.8
% Ch 19 4.1 3.7 34 3.0
Implicit Price Deflator
November Baseline 1.046 1.067 1.096 1.130 1.154
% Ch 1.8 2.1 2.7 3.1 2.1
September Baseline 1.046 1.067 1.096 1.130 1.154
% Ch 1.8 2.1 2.7 3.0 2.1
U.S. Unemployment Rate
November Baseline 5.89 5.81 5.31 4,97 4,93
September Baseline 5.89 5.81 5.31 4,98 4,93
Mortgage Rate
November Baseline 5.93 5.92 5.78 6.29 6.78
September Baseline 5.93 5.92 5.78 6.01 6.73
3 Month T-Bill Rate
November Baseline 1.30 0.96 2.21 3.98 4.38
September Baseline 1.30 0.96 2.21 3.74 4.34
Washington
Real Personal Income
November Baseline 189.817 192.593 202.224 203.715 214.504
% Ch -0.1 1.5 5.0 0.7 53
September Baseline 191.548 195.008 204.519 208.249 218.091
% Ch 0.6 1.8 49 1.8 4.7
Personal Income
November Baseline 198.531 205.582 221.705 230.233 247479
% Ch 1.7 3.6 7.8 3.8 7.5
September Baseline 200.344 208.157 224211 235.272 251.616
% Ch 24 3.9 7.7 49 6.9
Employment
November Baseline 2654.9 2674.5 2739.2 2809.2 2873.9
% Ch -04 0.7 24 26 2.3
September Baseline 2654.9 2674.5 2739.5 2809.1 2868.0
% Ch -04 0.7 24 25 2.1
Housing Permits
November Baseline 42.753 44193 52.147 51.186 49167
% Ch 14.9 34 18.0 -1.8 -39
September Baseline 42.753 44193 52.147 49.496 48.558
% Ch 14.9 34 18.0 -51 -1.9
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Table 1.6
Long Range Economic Outlook
Forecast 2005 to 2015

uU.s.
Real GDP, %Ch

Implicit Price Deflator, %Ch
3 Month T-Bill Rate

Mortgage Rate

State*

Real Personal Income, %Ch
Personal Income, %Ch

Employment, %Ch

2005

35

29

3.15

5.85

0.2

3.0

2.7

2006

3.3

25

4.36

6.68

4.7

74

24

2007

3.0

22

4.46

6.94

4.7

6.9

21

* September 2005 Baseline (2005-2007) judgmentally extended through 2015.

2008

34

20

4.66

7.05

25

4.5

20

2009

29

22

4.86

7.32

25

4.8

20

2010

2.8

22

5.00

7.58

25

4.8

20

2011

2.7

25

5.00

7.59

25

5.1

20

2012

2.7

26

5.00

7.59

25

52

20

2013

3.0

25

5.00

7.59

25

5.1

20

Calendar Years

2014

3.2

25

5.00

7.59

25

5.0

2.0

2015

3.3

25

5.00

7.59

25

5.0

2.0
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Comparison of Washington and U.S. Economic Forecasts

Chart 1.1
Total Nonfarm Payroll Employment
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Chart 1.3
Aerospace Employment
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Chart 1.2
Manufacturing Employment
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Chart 1.4
Computers and Electronics Employment
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Chart 1.5
Construction Employment
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Chart 1.7
Other Private Employment
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Comparison of Washington and U.S. Economic Forecasts

Chart 1.6
Information Employment
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Chart 1.8
Government Employment
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